
Where do you Begin Investing?
To  the  uninitiated,  investing  can  seem  daunting.  There  are
thousands of stocks, bonds, and mutual funds to choose from, and
probably just as many opinions on which you should buy and which
you should avoid. Even the most diligent novice can become
overwhelmed by the number of decisions that must be made.

To get started, I have long advised a risk-first approach. That
means a focus on fixed income.

For most investors, it’s a little hard to know where to even
begin. So where do you begin? Tops on my list is your fixed
income component. Most investors fail to maintain an adequate
mix of fixed income. Ignore my warning at your peril. In
today’s environment, it’s not how much you are going to make,
but how much of your capital you will keep. Returns ahead are
going to be meager. If you are retired, draw no more than 4%
out of your portfolio annually. And my tendency is to reduce
this  already  low  number.  Times  are  tougher  than  you  may
believe. The more than-two-decade decline in interest rates is
fading into history. Could rates fall further? Sure rates
could give a little more ground, but there just is not much
running room left on the downside.

I advised investors of the above over a decade ago and it
remains true today. In today’s environment, it’s not how much
you are going to make, but how much capital you will keep.
Returns ahead are likely to be meager. Think mid-single digits
on the high-side.
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The Ten Worst Bets
Almost thirty years ago in 1989, I advised my readers on the ten
worst bets for the year. Topping the list was overpriced real
estate in New England, New York, and California followed by
Japanese stocks and real estate.

My long-time followers may recall how real estate prices fared
after that projection.  Housing prices cracked in all three
regions and entered a severe downturn. Anybody levered and long
in residential real estate took it in the neck.

According to the Case-Shiller real estate indices for Boston,
New York, and L.A., the peak to trough decline in prices ranged
from 15% to 27%. A 20% down payment on a house was wiped out in
the crash. In L.A., it took more than a decade to get back to
even after accounting for inflation.

How did Japanese stocks fare in 1989?

The Nikkei 225 index was up almost 30% for the year (in local
currency terms).

That was a bad call…

Indeed it was, but only for the first 12 months.

The Nikkei peaked on December 29th of 1989. Over the ensuing 14
years the Japanese shares lost 80% of their value. To this day,
the index remains 45% below its all-time high.

My timing was off, but the direction was not.

I don’t mention these past projections to boast. I call them to
your attention because both projections were based on a careful
consideration  of  risk.  For  the  prudent  investor,  risk  must
always come before return.
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Things could have turned out differently for U.S. house prices
and Japanese stocks, and that would have been fine. The point is
that the risk one had to take to participate in those markets
far outweighed the potential reward.

I see many pockets of unfavorable risk/reward relationships in
today’s financial markets. Some of these assets may not fare as
poorly as house prices and Japanese stocks did 30 years ago, but
the prudent approach is to avoid them.

Caution, balance, and diligence remain the mandate for your
serious money today.

You Must Address the Issue of
Risk
What risks are lurking in your portfolio? Calm markets have made
many investors complacent. Are you one of them? Far too many
portfolios that come across my desk are heavily invested in
risky assets (yes, the S&P 500 counts) with no counterbalancing
assets to tame volatility. Look at my chart below to gain an
appreciation of just how helpful counterbalancing assets can be
in your portfolio.

Here you are looking at the performance of intermediate-term
government bonds (dark blue) in years when the S&P 500 (bright
blue) lost value. Since 1950, government bonds have been up in
13 of the 14 years that the S&P 500 has been down.
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In  1992  I  explained  to  readers  a  timeless  strategy  for
counterbalancing their portfolios. No matter where you are today
in your investment journey, you must address the issue of risk
in your portfolio. Read here what I wrote in 1992.

Regardless  of  your  age  or  ability  to  take  risk,  your
investment  portfolio  should  be  dominated  by  common  stocks
(equities) and related open- and closed-end funds on one side,
and U.S. Treasury securities and related mutual funds on the
other side….

Maintain balance in your portfolio and do not switch back and
forth based on your view of the markets. I don’t want you to
be an events-of-the-moment shopper. Emotions are difficult to
deal with when investing. If you allow emotions and events of
the  moment  to  dictate  your  investment  thinking,  you  will
frequently find yourself drawn to do just the wrong thing at
just the wrong time in the market cycle. The old buy high,
sell low advice lives on.

Designate a fixed percentage of your portfolio for Treasuries
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and related mutual funds and a fixed percentage for equities.
Your age, financial resources, ability to take risk, and need
for current income will combine to dictate how you should
balance the two. In broad terms, my advice to you is to keep
more than half in equities if you are a younger investor, and
more than half in 1-10 year Treasuries if you are an ultra-
conservative, income-oriented retired investor. Each of you
has a different investment profile, so it’s impossible for me
to give you precise percentages. Your key is to set down your
needs on paper, make yourself address the issue of risk, and
then position your portfolio in two parts. Make changes only
if your basic investment goals change.

You maintain balance because you do not have a crystal ball.
Each day when I buy The Wall Street Journal, I look to see if
tomorrow’s date is on the masthead. Unfortunately, it never
is, but it does emphasize that neither you nor I ever has
tomorrow’s headlines.

It is the unknown that drives the financial markets over the
short and intermediate terms (months to quarters). Unless you
are a fortune teller, you must accept short- and intermediate-
term swings in the markets created by transient and unknown
events. You do not want to invest based upon emotions created
by events. Instead, invest with an understanding of the long-
term principles of earnings, dividends and economic growth
that in the end must govern the markets for financial assets.

If  you  need  assistance  realigning  your  portfolio,  or  if
maintaining balance takes too much time and effort, seek help.
Firms like my family owned investment advisory service can take
the weight of every-day management of your investments off your
shoulders. If you want to learn more about the ways a Barron’s
Top 100 registered investment adviser (2012-2017) Disclosure is
managing risk for its clients, read through the Richard C. Young
& Co., Ltd. monthly client letters here. If you wish, you may
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sign up to receive an alert each time the newest letter is
released. The service is free, even for non-clients, so you can
easily gain an understanding of our risk management philosophy.

Don’t let inertia hold you back from addressing the risks of
unbalanced investments in your portfolio. Act now.

What Should You Buy?
Even after a mini-correction in the S&P 500, most stocks still
aren’t cheap. So what should you buy?  In 1991 I wrote that
utilities offered outstanding relative value compared to other
securities.

Utilities Offer Outstanding Relative Value

Three industry groups should be emphasized for new purchases
in your portfolio over the next few quarters: electric, gas
and telephone utilities. My number one mutual fund portfolio
manager  (this  month’s  spotlight),  Vanguard  Equity  Income
Fund’s Roger Newell told me recently that electric utilities
are now his top industry choice with 18% of his $450 million
portfolio now in utilities. Roger Newell is buying electric
utilities—18% of his $450 million portfolio—because he feels
the  1991  run-up  in  growth  stocks  and  cyclical  stocks  has
drained  money  from  the  utilities,  and  they  now  offer
compelling  relative  value.

Today, outstanding would be an overstatement when referring to
utilities’  relative  value,  but  there  are  some  interesting
opportunities to be had within the sector for the discerning
investor. As always, a focus on dividends and dividend growth
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will serve you well over the long haul.

A  Winning  Strategy:  Stay  in
the Game
There are endless cliches about never giving up and quitting
being the surest way to lose. Finishing a race is a prerequisite
to winning it. My son-in-law, E.J. Smith, managing director of
our family run investment council firm, recently explained some
of the philosophy behind what it takes to develop a winning
investment strategy on his blog Yoursurvivalguy.com. He wrote:

“E.J., Has Your Phone Been Ringing off the Hook?”
Well this was a fun month for the stock market with wild
swings from high to low of around 2,000 points in the Dow
Jones Industrial Average.

One question I’m asked on a consistent basis is “E.J., is your
phone ringing off the hook?” and my answer is “no,” and I know
why.  Most  of  you  have  been  educated  by  Dick  Young  that
investment success is achieved over a lifetime, not a month or
two. Investment success is about hitting singles and doubles,
taking some walks here and there and sometimes getting hit by
a pitch. Staying in the game is key. It’s a winning strategy
because it puts compound interest into play. Spend a lifetime
compounding money on a consistent basis and you’ll wake up one
day and say “Wow, I have a pile of money.” It’s funny, when I
ask investors how they achieved their success. They don’t talk
about the stock market. They talk about working long hours,
putting one foot in front of the other, showing up for work
every day and s-a-v-i-n-g as much as they could save. Looking
back 40-years, they know how tough it was to save $1,000.
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Compound that at 8% and it’s $21,725 today. Not a bad start.

Click here to finish reading this post on Yoursurvivalguy.com.
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